Consumer instalment credit by anonymous
FEDERAL RESERVE BULLETIN
VOLUME 40 September 1954 NUMBER 9
CONSUMER INSTALMENT CREDIT
Consumer instalment credit outstanding
increased somewhat more than seasonally in
June and July, following a decline in the
first quarter of the year, and little change in
April and May when some seasonal expan-
sion is usual. The recent increases were mod-
erate and reflected mainly a rise in the pro-
portion of sales of automobiles and other
consumer durable goods financed with in-
stalment credit. At the end of July outstand-
ing balances totaled an estimated 21.2 bil-
lion dollars, about 600 million dollars less
than at the beginning of the year and only
200 million more than in July 1953.
The slight increase in instalment credit
during the past year contrasts sharply with
the rapid growth during most of the post-
war period when outstanding balances in-
creased at an average rate of nearly 2.5 bil-
lion dollars a year. For many consumers,
particularly in the middle income groups,
the additions to current buying power
through instalment credit made possible
purchases of automobiles and other con-
sumer durable goods that might otherwise
have been delayed or not made at all. In
this way, the expansion of consumer instal-
ment credit over the postwar years was an
important factor contributing to the high
level of consumer expenditures for durable
goods. The declining rate of expansion in
instalment credit outstanding during the
latter part of 1953 and the contraction in early
1954 were associated with some reduction
in the volume of consumer spending for
durable goods, particularly automobiles.
More moderate increase in outstanding in-
stalment credit over the past year has also
been a factor contributing to easier general
credit conditions. Demand for funds on the
part of consumer credit lenders has de-
creased, and the shift from expansion to liqui-
dation of instalment credit in early 1954
released funds to other users of credit.
EXTENSIONS AND REPAYMENTS OF CREDIT
Changes in outstanding instalment debt
reflect additions to debt through extensions
of new credit to consumers and reductions
in debt through repayments on existing
contracts. From the suspension of Federal
regulation of instalment credit in May 1952
through March 1953, extensions substan-
tially exceeded repayments and outstanding
instalment credit, after allowance for sea-
sonal factors, increased at the rate of about
400 million dollars a month, as shown in the
chart on the following page. During the re-
mainder of 1953, growth in outstanding bal-
ances slowed down, as extensions fell and
repayments rose. New credit extended,
seasonally adjusted, reached a peak of
2.6 billion dollars a month in the first
quarter of 1953 and then declined to 2.2
billion in the first quarter of this year.
The contraction was accompanied by a
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further moderate increase in repayments
on outstanding contracts from the first-
quarter-1953 average of 2.2 billion dollars a
month.
Extensions dropped below repayments in
January of this year and continued at the
lower level through May. During this pe-
riod the decline in outstanding instalment
credit averaged about 100 million dollars a
month, after allowance for seasonal factors.
Extensions expanded to a level slightly above
repayments in June and July, and the in-
crease in outstanding balances averaged 60
million dollars.
The volume of instalment credit extended
reflects the over-all demand for automobiles
and other consumer durable goods, the will-
ingness and ability of consumers to borrow,
and the willingness and the ability of lenders
to extend credit. During the past year and
a half, changes in extensions of instalment
credit have apparently reflected changes in
both the availability of credit to consumers
and their willingness to borrow.
Several developments in the instalment
credit market during 1953 and early this
year tended to make lenders more cautious
in extending credit to consumers. Dif-
ficulties were reported by some lenders in
maintaining collections on instalment ac-
counts during the latter part of 1953, and
delinquencies and repossessions increased
slightly from the very low rates of most of
the postwar period. A decline in prices of
used automobiles, and the accompanying re-
duction in their value as collateral for instal-
ment loans, led to some concern that repos-
sessions and losses might increase further.
These developments, together with uncer-
tainty regarding the general economic out-
look, resulted in more careful screening of
credit applicants by some financing institu-
tions and in some tightening of contract
terms. In the last few months, however,
some lenders have made credit more readily
available and have relaxed terms somewhat.
On the borrower side of the market, con-
sumers in the latter part of 1953 and early
1954, although generally favorable toward
the use of instalment credit, appeared to be
either less willing or less able than formerly
to incur new instalment debt. This is sug-
gested by the changes in financial positions
and attitudes of consumers, as reported in the
Board's Surveys of Consumer Finances taken
early in 1953 and 1954. Although most con-
sumers reported in early 1954 that they
were earning as much, or more, than they
had in 1953, a larger proportion reported
decreases in income, and a smaller proportion
reported increases, than in the previous year's
Survey. The proportion of consumers who
felt in early 1954 that they were worse off
financially than they had been a year earlier
was larger than it was in early 1953, and
consumer expectations with regard to in-
come were also less favorable.
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An increase during 1953 in volume of in-
stalment credit repayments in relation to dis-
posable income suggests that some consumers
had less flexibility in their finances and, ac-
cordingly, were less willing to assume new
obligations. Repayments on instalment debt
reached a level at the end of 1953 equal to
about 11 per cent of total disposable personal
income. For those consumers who had in-
stalment debt—about one-half of all fami-
lies—repayments averaged about one-fifth
of disposable income. Many individuals
whose payments represented a larger-than-
average proportion of their incomes probably
were unable to assume further obligations
until their outstanding debts were reduced.
The over-all ratio has remained practically
unchanged this year as both repayments and
disposable income have been relatively stable.
INSTALMENT CREDIT AND CONSUMPTION
EXPENDITURES
The relationship of consumer instalment
credit to total consumer expenditures in
recent months contrasts with most of the
postwar period when rapid credit expansion
contributed to consumers' current purchas-
ing power. Growth in instalment credit
balances was almost continuous from the end
of World War II until this year, as shown
by the accompanying chart. The only im-
portant exception was the emergency period
from late 1950 through early 1952, when
the terms of instalment contracts were sub-
ject to Federal regulation and production of
some consumer durable goods was limited
by direct controls. For nearly a year after the
suspension of consumer credit regulation
early in May 1952, consumers added about
400 million dollars a month to their cur-
rent buying power by instalment borrowing.
After March 1953 this stimulus to sales grad-
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NOTE.—Series is not adjusted for seasonal variation.
Latest figure shown is for July.
of this year current buying power was re-
duced as consumers, on balance, paid off
outstanding instalment debt. Since May a
seasonal rise in instalment credit has con-
tributed moderately to funds available for
consumer expenditures.
TYPES OF CREDIT
The net effect of instalment credit on to-
tal consumer expenditures can be measured
approximately by the change in the amount
outstanding. The impact on the market for
particular goods, however, may be better in-
dicated by the amount of credit extended
for the purchase of such goods. Repayments
of instalment credit tend to affect purchasing
power in general rather than consumer de-
mand for particular products.
Automobile paper. Credit used for the
purchase of automobiles is the largest com-
ponent of instalment credit. As the table on
the following page indicates, this type of
credit has accounted for the major part of
the postwar changes in total instalment
credit, both the long period of growth and
the recent decline.
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1 Adjusted for seasonal variation.
Changes in automobile sales during the
last year and a half have been closely asso-
ciated with changes in the amount of auto-
mobile instalment credit extended; cash sales
have been relatively stable. From a level of
more than 1,200 million dollars in the first
quarter of 1953, instalment credit extensions
for the purchase of automobiles, seasonally
adjusted, declined during the remainder of
the year, as the chart shows. In the first five
EXTENSIONS AND REPAYMENTS
Of INSTALMENT CREDJT




















NOTE.—Latest figures shown are for July.
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months of this year extensions were relatively
stable at a level of about 900 million dollars a
month. A moderate rise occurred after May,
but the level was still below that of a year
earlier.
The relative importance of instalment sales
in the market is indicated by the ratio of
instalment credit extended for the purchase
of automobiles to total sales of automobile
dealers. As shown in the chart on the fol-
lowing page, this ratio reached a postwar
high of about 50 per cent after the removal of
credit regulation in 1952 and fluctuated
around that level until the spring of 1953.
The ratio then declined to 37 per cent in
January of this year, continued near this rela-
tively low level until June, and then increased
to nearly 45 per cent in July.
Changes in the ratio of credit extensions
to dealer sales reflected primarily variations
in the proportion of the number of cars
bought on credit. For new cars the pro-
portion of the purchase price covered by
credit changed relatively little. The average
note financed by sales finance companies was
about $1,800 throughout 1953 and gradually
increased this year to about $1,900. On used
car contracts, the average note purchased by
sales finance companies declined gradually
during 1953 from about $1,100 to about $900,
reflecting primarily a decline in used car
prices.
It is estimated that in early 1953 about two-
thirds of both new and used cars were pur-
chased on credit. During the early part of
this year, however, only slightly more than
half of used cars and less than half of new
cars were bought in this manner. These pro-
portions have increased somewhat in recent
months.
Some easing in the contract terms on auto-
mobiles may have contributed to the recent
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increase in the proportion of purchases made
with credit. For new cars, contracts with
somewhat smaller down payments or longer
maturities than the typical one-third down
and 24 months to pay have become more
common. For used cars, an easing in con-
tract terms represents to some extent a return
to the practices that prevailed in early 1953.
Other consumer goods paper. For durable
goods other than automobiles, recent changes
in instalment credit extensions have been
relatively smaller than for automobiles, as
the chart on the preceding page shows. Ex-
tensions expanded sharply after May 1952
and remained at a high level through early
1953. The volume declined slightly during
the late spring and summer of 1953 and then
leveled off. Cash sales continued relatively
steady and total sales of these durable goods
so far this year have been only slightly below
the high level of early 1953.
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NOTE.—Sales data are Department of Commerce estimates of
total retail sales of automobile dealers and total retail saies of
department and mail-order, furniture, household appliance, and
automobile parts and accessory stores. Latest figures shown
are for July.
The relative importance of instalment
sales in this sector of the market is indi-
cated by the ratio of credit extensions for
the purchase of consumer durable goods
other than automobiles to total sales for
those retail stores that dominate the instal-
ment credit area. This ratio declined from
about 36 per cent during the latter part of
1952 and the first half of 1953 to 29 per cent
in December, as is indicated in the accom-
panying chart. After January it was prac-
tically unchanged at about 33 per cent until
July when it increased to a level only slightly
below a year earlier.
Other instalment credit. Repair and mod-
ernization loans are a relatively small part of
total instalment credit. The funds they
provide are used primarily for major altera-
tions and repair of homes, but sometimes for
purchases of various items of household
equipment. After several years of almost
uninterrupted growth, the outstanding
amount of these loans has changed little in
recent months. So far this year both exten-
sions and repayments, seasonally adjusted,
have been at a rate of about 100 million dol-
lars a month.
Personal instalment loans differ from
other major types of consumer instalment
credit in that they provide funds for a wider
variety of purposes, including consolidation
of consumer debts, payment of medical ex-
penses, and occasional purchases of con-
sumer goods where the commodity is not
used as security. Over the past ten years
growth in this type of credit has been gradual
and practically uninterrupted. Outstanding
balances as a proportion of disposable per-
sonal income have trebled. Personal loans
are now being extended at an estimated 600
million dollars a month while repayments
are running slightly below this level.
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FINANCING INSTITUTIONS
Instalment credit is extended by a variety
of financial institutions and retail organiza-
tions. Retail stores and automobile dealers
write the major proportion of all instalment
contracts. Most contracts, however, are in
turn sold to commercial banks or sales fi-
nance companies, and only a relatively small
proportion is held by retail outlets.
Commercial banks are the most important
source of instalment credit. They provide
funds not only through direct loans to con-
sumers and through purchases of instalment
paper but also through loans to financial
institutions and retailers to finance their
holdings of instalment credit receivables.
As indicated by the accompanying table,
banks held 39 per cent of all instalment
credit outstanding at the end of July. About
half of this amount was in the form of direct
loans and half in the form of purchased
paper. Moreover, it is estimated that they
financed at least an additional 10 per cent
of the total through loans to finance com-
panies and retail stores.
The relative importance of commercial
banks in the instalment credit field has de-
clined somewhat in the past year. The 39
per cent of instalment credit they held in
July was about three percentage points less
than the ratio for July of last year. In ad-
dition, bank loans to finance companies were













































reduced over the year. In 1953 sales finance
and personal loan companies took steps to
finance their operations on a longer term
basis and increased their borrowings from
nonbank investors. Security flotations by
these companies were several times as large
as in previous years.
The impact of consumer instalment credit
on the money market so far this year con-
trasts sharply with most of the postwar pe-
riod. During the 1946-53 period, when in-
stalment credit outstanding was expanding
at an average rate of about 2.5 billion dollars
a year, it absorbed funds from the money
markets. In the first quarter of this year,
however, instalment credit without seasonal
adjustment declined about 900 million dol-
lars and, after little change in April and
May, expanded moderately in June and July.
The decline in the demand for funds from
this credit sector released funds for other
uses and contributed to the easing in money
markets.
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